
Basics of Economics
here come some vocabulary terms...



economics: the study of how to best allocate scarce 
resources amongst unlimited wants

scarcity: the imbalance between limited productive 
resources and unlimited human wants

factors of production: inputs or resources that go 
into the production of goods and services – land, labor, 
capital, entrepreneurship... or human resources, natural 
resources, manufactured resources



Scarcity leads to choice...

which leads to opportunity cost.

opportunity cost: the next best alternative foregone 
when an economic decision is made

economic good: any good or service that has an 
opportunity cost

free goods: any good or service that does not have an 
opportunity cost



What should be produced and in what quantities?

How should things be produced?

Who should things be produced for?

The Basic Economic Problem



Who wants this?



We need a “rationing system.” How can we decide 
who gets it?

Suggestions?

As a group, list the advantages and disadvantages of 
your assigned rationing system.

Share your ideas.

What are the criteria for a good rationing system? For a 
poor rationing system?



So how should we decide who gets it?

Let’s vote. The winning rationing system will be used.



planned economies (centrally planned economy or 
command economy): the government decides what to 
produce, how to produce, and who to produce for

free market economies (private enterprise economy 
or capitalism): “everyone” decides what to produce, 
how to produce, and who to produce for through 
prices and supply and demand

Rationing Systems



All of them...
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In reality, all economies are mixed economies.

transition economies: economies moving from a 
planned economy towards a free market economy


